





‘The 
Controller 


PUBLISHED BY 


CONTROLLERS INSTITUTE OF 
AMERICA 














IN THIS ISSUE 


Simplifi cation Sought in Computing 
Employees Old Age Benefits Tax 


Must Register New Issue Even If Stockholders 
Have Right To Buy It 


App raising Firms Insurance Risks 
Is Controller’ s Responsibility 


By CLAYTON G. HALE 








— 

















Uslume V Price, 50 Cents 


Number 8 

















IF ITS TYPEWRITERS, OR ABOUT TYPEWRITERS 


eee CALL ROYAL 


























If you need new typewriters, extra typewriters or trained girls 
to operate them ... if your supply of ribbons, carbon papers or 
other accessories is running low ... if your machines need adjust- 
ment of any kind .. . call your local Royal representative. A 
skilled, experienced man will know your requirements; and his 


office is ready to serve your office at a moment's notice. 


Royal Typewriter Company, Inc., 2 Park Avenue, New York. 
Factory: Hartford, Conn. 


WORLD'S LARGEST COMPANY DEVOTED EXCLUSIVELY TO THE MANUFACTURE OF TYPEWRITERS 
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get thee ANSWERS 


at the NATIONAL GATHERING OF CONTROLLERS 





—how will the increasing government control of business af- 
fect the controller’s work and responsibilities? 

—how successful have profit sharing plans been as a preven- 
tive of labor troubles? 

—what will be this year’s best procedure with respect to the tax 
on undistributed earnings? 

—what are the best social security practices with respect to rec- 
ord keeping and reporting? 

—what is surplus, earned and capital, in view of the attitude of 
the Securities and Exchange Commission? 





—what have been the experiences of business concerns with 
the Robinson-Patman Act? 
—what changes and advances have been made of late in the 


organization and functions of the controller’s depart- 


ment? 

—what are the principal accounting problems in refinancing 
and reorganization ? 

—what shall be done to reduce distribution costs? 


Several hundred controllers, confronted by these and other similar problems, will be 
on hand to discuss them, at the 


SIXTH ANNUAL MEETING 
CONTROLLERS INSTITUTE OF AMERICA 


October 4, 5 and 6, 1937 


WALDORF-ASTORIA HOTEL, NEW YORK CITY 





Mingling with This Assemblage, You Will Hear Much That Will Be of Value to 
You—W ell Worth the Trip, and the Time. Fit It in with a Business Trip to New York. 


Notify the Headquarters of The CONTROLLERS INSTITUTE OF 
AMERICA (One East Forty-second Street, New York City) Promptly 
of Your Intention To Attend. Preferential Rates to Members at the 
Waldorf-Astoria. 
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N outstanding feature of the course in Ac- 
A counting offered by the International Ac- 
countants Society, Inc., is the Resident Final Ex- 
amination, which each student must pass before 


his diploma of graduation is issued. 


The Resident Final Examination Plan was in- 
augurated in April, 1925, and every student en- 
rolled for the ninety-lesson I. A. S. Course since 
that time is required, after finishing the work on 
his course, to take an examination held under the 
personal supervision of a Certified Public Ac- 
countant (or, if a C. P. A. is not available, an At- 
torney at Law) either in the student’s home city 


‘or in an adjacent city. 


Just prior to the date of examination, the neces- 
sary examination questions and all blank forms 
for the candidate’s working sheets, schedules, 
statements, and other papers required for the 
solutions, are mailed to the supervising C. P. A., 
as a confidential communication between himself 
and the I. A. S. 


The examination material is handed to the 
student at the beginning of the examination pe- 
riod. It is the supervisor’s obligation to be cer- 
tain that the student completes the examination 
without having access to textbooks, notes, or any 


outside help. 


When the examination is finished, the papers 
are turned over to the supervisor, who forwards 
them to the International Accountants Society, 
Inc., in Chicago, where final judgment as to the 
student’s eligibility for a diploma is made by the 
I. A. S. Faculty. 


The same examination is never given the sec- 


ond time in the same city. 


The Resident Final Examination Plan assures 
prospective employers that I. A. S. graduates 


possess a thorough, tested knowledge of Account- 


ing. 


Upon request, we will gladly mail our booklet, "ACCOUNTING—The Way to Business Suc- 
cess,” to anyone who is interested in obtaining full information regarding I. A. S. training. Ad- 
dress the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois. 


INTERNATIONAL ACCOUNTANTS SOCIETY 


INCORPORATED 


A Division of the 


ALEXANDER HAMILTON INSTITUTE 
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Editorial Comment 


Mo new ground broken by controllers. Filing 
of the forms SS2 and SS 2a before the close of 
July entailed making many decisions as to details of 
procedure, as well as thousands of manual and ma- 
chine operations in connection with this new task, 
performed for the first time last month, under the 
provisions of the Social Security Act. It appears that 
each period of from three to six months develops a 
new set of problems for the controller. 

With the experience gained in this first carrying 
out of this procedure, subsequent filings will prob- 
ably be less of a burden. It was incumbent on the 
controller, however, to devise the routine for pre- 
paring these thousands of reports for the first time, 
and to see to it that the reports were accurate, and 
made up in conformance with the rules. This is now 
simply another routine task to be handled at stated 
intervals under the direction of the controller, one 
of the many such tasks that have been added during 
the past four years. 

July also brought up the capital stock tax return 
as a job to be done; and in many cases second quar- 
terly reports to the New York Stock Exchange. 


What responsibility must rest on an employer 
with respect to retaining in his files indefinitely the 


records of payments of wages made to employees, 
and of the taxes paid by both employer and em- 
ployee, under the old age benefits section of the 
Social Security Act? How long should such records 
be kept in their files by employers? Should em- 
ployees keep a connected, detailed record of wages 
received and deductions for taxes made therefrom? 
These questions are raised by a perusal of Social 
Security Board Regulations No. 2, just promulgated. 
These have to do only with applications for lump 
sum payments. 

Article 310 of those regulations opens up these 
questions. This article requires that an application 
for a lump sum payment must be accompanied by a 
statement on a prescribed form as to the amount of 
wages paid to the wage earner after December 1, 
1936. This statement must be signed by the em- 
ployer or former employer. 

Many years hence information as to wages and 
taxes paid may be needed to substantiate claims for 
benefits. What expense is going to be entailed on 
employers for keeping indefinitely this great volume 
of detailed records? And for going back many years 
and extracting such information from the great 
mass of records? It is an item worthy of serious 
consideration by employers and employees, and by 
the government. 
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Simplification Sought in Computing 
Employees’ Old Age Benefits Tax 


Proposal That Cents Be Omitted in Figuring Amounts To Be Deducted 
Brings Forth Even Division of Opinion as to Advantages—No Move 
To Be Made at Present by Controllers—Arguments For and Against. 


HE question whether it would be 
"Tiana to seek the permission of 
the Internal Revenue Bureau and the 
Social Security Board to drop the cents’ 
item from employees’ pay, in comput- 
ing the amounts to be deducted for the 
Old Age Benefits tax, and to figure the 
amounts on dollar totals only, was sub- 
mitted recently to a group of control- 
lers. The replies indicated a wide di- 
vergence of opinion on the question. 

Simplification of the record keeping 
and reporting features of this tax is 
earnestly sought by controllers, in the 
interests of economy. Undoubtedly 
some changes in the laws and regula- 
tions to that end will be made in the 
years to come, and controllers can be 
helpful in this work. 

With respect to this particular pro- 
posal, no formal action by the national 
organization of controllers is to be 
taken at this time. 

—THE Epiror. 


A proposal was made recently that 
The Controllers Institute of America 
recommend to the Internal Revenue 
Bureau and to the Social Security Board 
that a ruling be made under which 
employers would be permitted, in com- 
puting the contribution required from 
employees for the Old Age Benefits 
tax, to drop the cents item in each in- 
stance, and to compute the deductions 
on dollar amounts only. 

The proposal was referred by Mr. 
C. J. Van Niel, controller of Eastman 
Kodak Company, chairman of The In- 
stitute’s Committee on Social Security 
Procedure, to the members of his com- 
mittee. Mr. Van Niel asked the views 
of the members of ‘his committee with 
respect to the dropping of the item of 
cents, under the conditions indicated, 
and it became apparent at once that 


there was an almost equal division of 
opinion in the matter. 

Some of the comments made were of 
exceptional interest. For instance, one 
member wrote: 


A FAVORABLE VIEW 

“It is our opinion that by following 
the method outlined in your letter there 
would be no difference between the 
sum of the individual deductions and 
the amount that would be computed 
on the total of the payroll, such as is 
now the case due to the fact that by 
taking into consideration the cents on 
the individual pay it is impossible to 
arrive at the same amount as you will 
get by taking the percentage of the 
total payroll. 

“I hope that The Controllers Insti- 
tute is successful in its efforts to obtain 
this change in the method of comput- 
ing the amount of Old Age Pension 
Tax.” 

Another controller, Mr. John N. 
Lambert, of the Snider Packing Corpo- 
ration, Rochester, New York, makes 
quite a detailed analysis of the pro- 
posal, and says that he is in favor of 
the proposal. He writes: 

“I am in full accord with the sug- 
gestion that when deducting the assess- 
ment of employees for old age benefits 
the assessment be computed only on 
the dollar amount of the employee’s 
wage or salary, and that the cents of 
his pay be dropped in the calculations. 
I do not quite understand that this 
would avoid entirely split cents in calcu- 
lating the assessment against employees 
in future years when the assessment 
rates may become one and one-half 
per cent. and two and one-half per 
cent. I would say that the calcula- 
tions would then involve a split of 
$.005 where the dollar amounts were 


in odd numbers, but even so there is 
no question but that there would be a 
considerable saving in the figure work. 

“Perhaps the arguments in favor of 
the suggestion might be stated as: 


“(a) A relatively negligible reduction 
in unneeded accumulations to 
the reserve funds, offset by,— 

“(b) A relatively greater saving to in- 
dustry through conservation of 
time and effort expended in 
arithmetical work. 


“Tn connection with the loss in total 
accumulations to the fund, it can be 
demonstrated, on the basis of the prin- 
ciple of averages as applied to varying 
earnings of millions of individuals, the 
revenue loss would average less than 
$.005 per person per pay period when 
the applicable rate of tax is one per 
cent., $.0075 when the rate becomes 
one and one-half per cent., $.01 when 
the rate becomes two per cent., $.0125 
when the rate becomes two and one- 
half per cent., and $.015 when the rate 
becomes three per cent. The foregoing 
is on the assumption that an enormous 
mixture of varying salary amounts 
ending in no cents, $.01, $.02, $.03, 
and so on up to $.99. The fact that a 
substantial number of weekly salaries 
would be paid in exact dollars would 
tend, moreover, to so affect the actual 
averages that the loss in accumulation 
per person per period should in actual 
practice be even less than as stated 
above. 

“On the side of efficiency or avoid- 
ance of wasteful effort on the part of 
industry, the arguments are so obvious 
and altogether simple that, although 
the matter is practical, they seem aca- 
demic when stated. 

“While the assessment rate of one 
per cent. is in effect, the mental opera- 
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tion of merely pointing off two places 
where full dollars only are involved 
is manifestly simple and a decided 
short cut as compared with performing 
the two operations, that is, of first 
pointing off two decimal places and 
then scanning the result to determine 
whether or not the second digit to the 
right of the decimal point should or 
should not be increased by one, de- 
pending on the size of the remaining 
fraction. This principle becomes of 
greater effect when dealing with a rate 
of two per cent. If the cents are not 
dropped, there are two extra digits to 
be used in multiplication and the scan- 
ning operation is again necessary. With 
the cents dropped from the figure the 
operation is one of simple mental 
arithmetic. 

“When it becomes necessary to deal 
with rates of one and one-half per cent. 
and two and one-half per cent., the 
same arguments hold true but with still 
further force and effect. 

“The loss of time with respect to a 
single item may be immeasurably 
small, but in practice when dealing 
with the numerous calculations on even 
a single large payroll the cumulative 
effect is substantial. When we visualize 
this wastage with respect to not only 
one but to the aggregate periodic pay- 
rolls of even a single enterprise, the 
loss becomes proportionately magni- 
fied. It would seem that the relatively 
negligible loss of accumulations to the 
fund would be far more than offset by 
the unnecessary penalty costs imposed 
upon industry. 

“Tt is our understanding that the as- 
sessments collected have up to this 
point greatly exceeded the estimates. 
The estimates of accumulations re- 
quired for the purpose of administer- 
ing old age benefits were in turn, we 
understand, calculated on the actuarial 
basis. Certainly these calculations could 
not have been worked out with a de- 
gree of fineness that could be affected 
by a matter of a few hundreds of 
thousands of dollars in annual de- 
posits. If as the years go by it should 
become apparent that the reserve is in- 
sufficient, it could and undoubtedly 
would be increased by stepping up the 
rates of assessments or taxes. 

“In the foregoing discussion we 
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have referred to theoretical losses in 
accumulations per person per period, 
ranging from $.005 in 1937, 1938 and 
1939, up to $.015 in 1949 and there- 
after. If twenty million persons were 
involved in the calculations and assum- 
ing that they all drew salaries or wages 
on a weekly basis, the maximum theo- 
retical annual loss in accumulation to 
the reserve would not exceed approxi- 
mately $500,000 in each year for the 
first three years, and would reach an 
annual maximum in 1949 of roughly 
$1,500,000. 

“I am afraid I have not been very 
helpful either in point of time in re- 
sponding to your request or in supply- 
ing arguments and suggestions for the 
report of our Committee. I am, how- 
ever, really anxious to do my bit and 
if I can be of some further small help, 
please do not hesitate to call upon me.” 


IN OPPOSITION 

Another member of the committee 
wrote: 

“I do not approve the suggestion. 
Inasmuch as the rate changes to one 
and one-half per cent. in 1940, odd 
cents would have to be contended with 
anyway. Adjustments will always be 
necessary, and to a greater degree when 
the cents are dropped. Reconciliations 
may give trouble, and the Act would 
probably have to be amended before 
the elimination of cents from calcula- 
tions would be possible.” 

Another opinion in opposition: 

“The tax rate will not remain at one 
per cent. as it is now. In 1940 it will 
be one and one-half per cent. Applying 
that rate to the whole dollars will not 
avoid dealing with a multitude of half 
cents. To get rid of the half cent 
problem it would be necessary to apply 
the rate only to multiples of $2.00 of 
wages, a proposal that has no likeli- 
hood of acceptance by the Treasury 
or the Social Security Board. To ask 
for less than that will be futile, because 
the half cents will still be with us.” 

This controller analyzed the matter 
in about the same way, saying: 

‘‘When the rate reaches one and one- 
half per cent., if it does, then the 
computation of the assessment on total 
dollar amounts will not preclude the 
split cents. Predicated on our own 
experience, we would prefer to follow 
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the existing regulations—that is, com- 
pute the assessment on the total amount 
of employee’s wage or salary. 

“The company’s assessment is one 
per cent. of the total payroll. Using 
the total wage or salary for the em- 
ployee, the one per cent. deduction 
from the employees’ earnings is ap- 
proximately the same as the company’s 
assessment. This affords a check. 

“In computing and making the de- 
ductions mechanically, it would appear 
that using only the total dollar amount 
would be a disadvantage rather than an 
advantage. 

“It would appear that the disadvan- 
tages in computing the assessment on 
the total dollar amount, rather than the 
total wage or salary, would outweigh 
any advantage.” 


PRESENT SysTEM Nort DIFFICULT 

This controller does not find the 
present system particularly difficult. He 
says: 

“We have not found the work of 
computing employee’s assessments for 
Old Age Benefits to be a particularly 
difficult task, and would seem unable 
to develop any strong arguments in 
favor of petitioning the Social Security 
Board to permit us to base this assess- 
ment only on the total dollar amount 
of employees’ wages, rather than on 
the dollars and cents. 

“Inasmuch as our total remittance to 
the government is based on a percent- 
age of the total payroll we would ap- 
parently lose some small amount by 
the suggested method which would not 
develop the same total deduction as we 
are required to pass along. Of course, 
this could be overcome by changing the 
computation of the total amount. The 
present method permits easy checking 
and therefore has some advantages.” 


QUESTIONS ADVANTAGES 

This controller questions the advan- 
tage to be gained: 

“After carefully studying the pro- 
posal in your letter of June 17, 1937, 
I find myself very much in a quandary 
as to the gain which would come from 
the suggested change. My folks say 
that figuring the tax on only the total 
dollars of pay would complicate the 
job for them by making it more diffi- 
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cult to verify deductions on the pay 
rolls. We pay people from some eighty- 
four different points throughout the 
country and then audit the pay rolls 
in this office. Aside from our own 
problem we have been unable to see 
any possible advantage which might 
come from acceptance of the sugges- 
tion by the government. 

“The Social Security Act provides in 
Section 807(d) ‘In the payment of 
any tax under this title a fractional 
part of a cent shall be disregarded un- 
less it amounts to one-half cent or 
more, in which case it shall be in- 
creased to one cent.’ The regulations 
confirm this quotation in even a more 
specific manner. It may be true that 
the law provides only payments for a 
company as a whole and not by specific 
employees, but even so it would seem 
that the law itself would need to be 
changed if the suggestion is to be 
adopted. 

“Aside from the law, however, I 
again come back to the point of what 
possible advantage is to be gained by 
computing the tax on only the total 
dollar amount of an employee’s wage. 
If you have the opportunity, I should 
be interested in seeing the reasons 
which you see in favor of adopting this 
suggestion.” 

The same opinion is held by another 
controller, who wrote: 

“With reference to your letter of the 
17th, wherein you request my opinion 
on the proposal that The Controllers 
Institute of America recommend to the 
Social Security Board or the Bureau of 
Internal Revenue that the assessments 
against employees be levied only on 
the dollars of their salaries and not on 
the dollars and cents, do advise that 
after consideration of the matter, in the 
light of our own problem, we do not 
see where we would be benefited by 
that change. As a matter of fact, we 
really feel that from the standpoint of 
proving, it would be detrimental.” 

On the other side of the question a 
number of enthusiastic endorsements 
of the proposal were received. One 
controller wrote: 

“I heartily approve the suggestion 
contained in your letter of June 17 for 
the reason that it would simplify han- 
dling and surely reduce the clerical ex- 
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pense in connection therewith. The 
calculation, as you know, is made for 
each pay period. Therefore, in the 
majority of cases it occurs fifty-two 
times a year. I would strongly urge 
its adoption on the basis of saving in 
clerical expense.” 


WouLp GOVERNMENT SACRIFICE 
REVENUE ? 

This controller questions whether 
the government would be willing to 
give up a part of the revenue, under 
the proposed plan. He says: 

“I approve the suggestion, although 
it appears to me that we cannot expect 
the government to give up this reve- 
nue, which I would estimate to be 
about two or three million dollars a 
year at one per cent. 

“Our argument, as I see it, would 
be to point out that the proposal is not 
intended to secure any pecuniary ad- 
vantage to the employer in the taxes 
imposed, but merely to minimize the 
burdens indirectly imposed by way of 
requiring the employer to keep records 
and collect the taxes; that acceptance 
of the proposal would reduce the num- 
ber of calculations to less than half 
the number which he would otherwise 
be required to take cognizance of ; and, 
that it would tend to eliminate the 
petty differences which would other- 
wise arise between the employer and 
employee.” 

This controller endorses the idea, 
saying: 

“I am thoroughly in accord with the 
suggestion that the cents of employees’ 
wages or salaries be dropped in order 
to avoid split cents in calculating the 
assessment. 

“There is a great deal of detail in- 
volved in these things anyway and it 
seems to me that any reasonable sim- 
plification should be urged, and I see 
no reason why The Institute should 
not go on record as advising this.” 

Here is another endorsement: 

“I heartily approve the suggestion 
outlined in your letter of June 17, for 
the following reasons. 


‘“1—It would eliminate dealing in odd 
amounts with half cents. 

‘“2—It would speed up clerical work 
of computation due to two less 

figures (cents) to be put in cal- 


culating machine for calculating 
employee payments. 

‘‘3—There would be the same savings 
in totaling all employees’ earnings 
to determine the total of em- 
ployees’ contributions. 

“4—It would save clerical work of 
posting in circumstances when the 
amounts of Federal Old Age Ben- 
efit Contributions differ from total 
earnings.” 


Still another approval: 

“We do approve the suggestion. 
Our reasons or arguments in support 
of the suggestion are: 

(1) It simplifies both the clerical 
work of preparing the pay roll and 
the necessary reconciliation between 
the total of the amounts collected from 
the individual employees and the 
amount determined by applying the 
current percentage to the total pay roll. 

(2) It is always desirable to have 
a minimum amount of elapsed time be- 
tween the close of the pay period and 
the actual date of payment to the em- 
ployee. Any simplification of the cleri- 
cal work which has to be done in this 
period is not only of advantage to the 
employer but also to the employee to 
the extent that it contributes towards 
reducing the elapsed time between the 
pay closing and the pay date.” 

Another approval: 

“I thoroughly approve the sugges- 
tion. The advantages that I see in 
this suggested change are: 


“1. The elimination of a great deal 
of detailed clerical work and 
time spent in making each indi- 
vidual payroll payment and in 
summarizing the payments to 
each individual for report pur- 
poses. 

. The reduction of the possibility 
of errors in all detail work. 

3. The reduction in time required 

to prepare returns each month. 


nN 


“In putting this into effect, an ad- 
justment could be made at the end of 
each year to include any accumulated 
wage payments that had been ex- 
cluded from the monthly and quar- 
terly summaries due to the dropping 
of the cents in the calculation of both 
the employers’ and employees’ tax. 
However, this adjustment would be 
made only once a year and not every 
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month or each time a check is drawn 
for an employee’s salary or wages. 
It is needless to say that the elimina- 
tion of these frequent adjustments in 
payments and deductions will result 
in a decided saving of time and 
trouble for all concerned, including 
the Government.” 


RECORDS OF PAY KEPT FOR OTHER 
PURPOSES 

Complications might arise, owing 
to the keeping of records of em- 
ployees’ earnings for other purposes, 
another controller pointed out. He 
wrote: 

“There may not be as much in this 
proposal as would at first appear. To 
begin with, the calculating of a one 
per cent., two per cent., three per 
cent., or four per cent. tax on the 
odd cents of an employee’s pay is not 
a very large task. In fact, we must 
admit it can be done mentally and no 
calculating machines or pad and 
pencil are necessary. On the other 
hand, a great many companies—our 
own included—keep employees earn- 
ing records for such purposes as the 
income tax, bonuses, and the like. In 
fact, we have just rearranged our 
earnings record card so that we will 
obtain total earnings for each quar- 
ter. This figure can readily be tran- 
scribed on Form SS 2-a. If we follow 
the proposal now under consideration, 
we would have to obtain a total on the 
cents column and another total on the 
dollar column. This, as you can readily 
see, means additional work.” 


COMMENTS BY MAKER OF PROPOSAL 

The originator of the proposal 
after reviewing the opinions ex- 
pressed, wrote: 

“All the replies are exceedingly il- 
luminating. It shows that others are 
wrestling with this detail and every- 
one is thinking about it. Also many 
angles have been presented which my 
own experience had not yet empha- 
sized to me. It is interesting that 
opinions for and against are evenly 
divided. Now my rebuttal. 

“1, One suggestion was made 
‘that when the assessment increases 
to one and one-half per cent. we will 
again have split cents.’ That is true. 





When the assessment finally reaches 
three per cent., which presumably 
will be the definite final rate, there 
would be no split cents on even dol- 
lar pay. 

“2. Another suggestion was, ‘that 
weekly assessments be computed on 
whole dollar wages only and an as- 
sessment be made at the end of the 
year for the total of the cents amount 
of the weekly pay.’ This method 
would reduce the nuisance to once a 
year instead of fifty-two times. But 
even this would also be a nuisance. 

“3. A third suggested ‘that the 
Government would not give up the 
revenue derived from the aggregate 
of the split cents.’ In my opinion 
the added revenue to the Govern- 
ment does not warrant the gigantic 
nuisance to the combined taxpayers. 

“Again I want to emphasize that 
my original suggestion intended 
‘that the dollar amount of pay be 
used only when assessing the em- 
ployees,’ but not when computing 
employer assessments either on old 
age benefit or unemployment insur- 
ance. 

“In New Jersey in 1938 we will 
have one per cent. employee assess- 
ment for unemployment insurance 
and the split cents will be involved 
again. I am in hope that some de- 
gree of uniformity will be worked 
out between the states and the Fed- 
eral Government in the whole prob- 
lem of Social Security taxation.” 

The directors of The Controllers 
Institute of America decided to take 
no action in the matter at this time. 
Publication of the views of various 
controllers, it was thought, would 
serve to direct widespread attention 
to the problem, and possibly elicit 
additional comments, which, taken 
with those already received, might 
form the basis for future action. 


BANK ACCOUNTING PRACTICE, by 
L. H. Langston, Ph.D. The Ronald Press, 
New York. 532 pages. $5.00. 

In the preparation of this work the 
author, who is a member of the staff of the 
Standard Statistics Company, had in mind 
primarily the banker, the accountant and 
the student of accounting or banking. 

Assuming that many persons will be ap- 
proaching the subject for the first time, the 
work starts at the beginning and expects no 








The Controller, August, 1937 219 


particular background on the part of the 
reader. 

The author has not tried to keep operat- 
ing routine separate from accounting for in 
banking both go together and readers not 
familiar with banking operations can not 
hope to grasp the accounting unless they 
supply this lack. 

The viewpoint of the volume is that of 
the large bank, one engaged in all phases of 
banking: commercial, foreign exchange, 
fiduciary and savings. This does not mean 
that those interested in smaller banking 
organizations will not find considerable of 
interest in the work, for small banks differ 
from larger ones only in degree, the same 
principles of accounting are applicable to 
both. 

The first chapter, an introductory one, 
outlines the organization of a bank, the 
various departments and their functions. 

There then follow chapters devoted to the 
general ledger accounts; journalizing credit 
instruments; journal entries for money and 
securities; loans and discounts; accounting 
for cash and collection items; journalizing 
foreign exchange transactions; fiduciary op- 
erations, savings accounts, earnings and ex- 
pense; records for cash and cash items; rec- 
ords for collection items; records for loans 
and discounts; accounting for bonds and 
securities; and records for fiscal agency 
transactions. 

Following these are chapters concerning 
corporate trusts; personal trusts; personal 
trust records; records for foreign exchange 
transactions; time deposits; bookkeeping; 
bank expense and costs; general books and 
financial statements; analysis of financial 
data; and finally, auditing and examina- 
tions. 

The volume covers in an exceedingly 
comprehensive manner the accounting meth- 
ods of a modern bank. While the tie-up 
of accounting with banking routine is com- 
plete, nevertheless it avoid elaboration of 
detail which can quite easily mar the effec- 
tiveness of a work of this nature. 

A work on this subject is a welcome addi- 
tion in the field of accounting and the 
author has presented an excellent exposi- 
tion, a volume to be used not alone for 
study purposes but also as a reference book. 


JOURNAL OF THE AMERICAN STA- 
TISTICAL ASSOCIATION for June, 1937. 
American Statistical Association, Washing- 
ton, D. C. Quarterly. $6.00 a year. 

In this quarterly issue appear the follow- 
ing articles, “Industrial Productivity and 
Prices,” ‘Highlights of the 1935 Census,” 
“Variations in Price Relative Distributions 
1927 to 1936,” “A Graphic Method of 
Measuring Seasonal Variations,” ‘The Con- 
struction of Two Height Charts,” “Methods 
and Problems of Sampling Presented by the 
Urban Study of Consumer Purchases,” 
“Consistency of Recording Data from Prison 
Files,” ‘The Measurement of Purchasing 
Power” and “Fiducial Limits of the Poisson 
Frequency Distribution.” 





Must Register New Issue Even If 
Stockholders Have Right To Buy It 


Ruling by Attorney of Securities and Exchange Commission Points Out That Notice to 
Stockholders of Rights Constitutes “Attempt or Offer To Dispose of Stock” —Fact That 
Unsold Portion of Issue Can Be Disposed of in Private Transaction, Wholly Intrastate. 


A member of The Controllers In- 
stitute of America recently presented 
this question, with a request that it be 
forwarded to the Securities and Ex- 
change Commission for answer: 

“Is it mecessary to register a security 
issue under the Securities Act of 1933 under 
the following circumstances? A corpora- 
tion intends to issue certain securities which 
will be senior to a stock issue outstanding 
in the hands of the public. By a provision 
of the charter the existing stockholders must 
be given opportunity to purchase the new 
issue on a pro rata basis before it can be 
sold elsewhere. The entire issue, or the 
balance after stockholder purchases, can be 
sold in a private transaction wholly intra- 
state. Must the company register the issue 
before advising existing security holders in 
several states of their right under the char- 
ter to purchase their proportionate part of 
the issue?” 


In accordance with an existing ar- 
rangement between the Securities and 
Exchange Commission and The Con- 
trollers Institute of America, the Com- 
mission agrees to reply to such in- 
quiries. The question was forwarded 
to the Commission, and under date of 
July 14 Honorable Robert E. Healy, a 
member of the Commission, forwarded 
a memorandum in reply. The memo- 
randum, prepared by Mr. Chester T. 
Lane, Assistant General Counsel of the 
Commission, reads: 


COMMISSION’S REPLY 

“In my opinion the extension to 
existing stockholders of a right to pur- 
chase additional stock of their corpora- 
tion constitutes an “‘attempt or offer to 
dispose of” such stock, and therefore 
a “‘sale’ thereof for the purposes of the 
Securities Act. I believe this to be true 
regardless of whether the purpose in 
making the offer is to comply with a 
statutory or charter requirement that 
stockholders be given an opportunity to 
preserve their pro rata interest in the 


corporation before sales may be made 
to persons other than stockholders. 

“Furthermore, an offering of stock 
is not exempted from the registration 
provisions of the Securities Act of 1933 
merely by reason of the fact that it is 
confined to existing stockholders of 
the issuer. This conclusion is compelled 
by the statement of the Managers on 
the part of the House of Representa- 
tives in the Conference Report on the 
Securities Act (H. R. Rep. No. 152, 
73rd Cong., 1st Sess.), where, in ex- 
plaining the deletion of a proposed 
provision exempting sales of additional 
stock to stockholders, the Report states, 
at page 25: 

“Sales of stock to stockholders become 
subject to the act unless the stockholders 
are so small in number that the sale to them 
does not constitute a public offering.’ 

“Mr. Tucker's letter contains noth- 
ing to indicate whether the number of 
stockholders involved is so small as to 
bring the transaction within the exemp- 
tion provided by Section 4(1) of the 
Act for transactions by an issuer not 
involving any public offering. 


REGISTRATION STATEMENT 
REQUIRED 

“Upon the facts stated, therefore, it 
would appear that a registration state- 
ment should be in effect under the Se- 
curities Act before any use is made 
of the mails or instruments of inter- 
state commerce to extend to the stock- 
holders the right to purchase additional 

shares of the corporation’s stock. 
“General advice to stockholders of 
the existence of preemptive rights in 
the event of a new issue, or communi- 
cation to stockholders of a bona fide 
request that they waive their preemp- 
tive rights, might not amount to an 
offer. I take it, however, that Mr. 
Tucker does not refer to advice or re- 


quests of this character, but to a notice 
sufficient to discharge the issuer’s obli- 
gation to give the stockholders actual 
opportunity to participate in the issue. 
Furthermore, even though no action 
were taken by the issuer to advise stock- 
holders of their preemptive rights, de- 
livery of stock to stockholders who 
communicated spontaneously with the 
issuer and insisted upon exercising 
their preemptive rights would undoubt- 
edly constitute a ‘delivery after sale’ 
for the purposes of Section 5 (a) (2) 
of the Act. 

“I assume that Mr. Tucker is fa- 
miliar with the regulations of the Com- 
mission relating to the exemption of 
issues the aggregate offering price of 
which does not exceed $100,000. If 
he is not, or has any further questions 
in connection with the proposed offer- 
ing, I shall be glad to have him com- 
municate such further questions to me 
directly. Needless to say, it will ma- 
terially facilitate my consideration of 
his questions if he will furnish me with 
a full statement of the relevant facts, 
including the names of the persons 
concerned and the amount involved.” 


Report Urges Broadening of Old Age 
Benefits 


A report issued recently by the Commit- 
tee on Old Age Security of the Twentieth 
Century Fund expresses the belief that old 
age benefits under the Federal contribu- 
tory system should be broadened to in- 
clude groups now omitted. The study of 
the subject by the Committee extended 
through fifteen months. The Committee 
points out that the Federal system as it 
now operates covers only slightly more 
than half of all gainfully employed work- 
ers. There is automatic exclusion of all 
employers, the self-employed, unpaid fam- 
ily workers, and individual professional 
workers. The Committee estimates that 
these groups as a whole represent roughly 
25 per cent. of the total number of those 
who spend a life-time in useful work. 
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Appraising Firm’s Insurance Risks 
Is Controller’s Responsibility 


Mechanics of Ordering Policies, Scrutinizing Wording of Clauses, May Be Han- 
dled By Subordinate—Fundamental Aspects of Risk Bearing Must Be Known By 
Controller As Steward of Company’s Properties—Paper by CLAYTON G. HALE. 


Or: of the most illuminating and 
interesting dissertations on the 
general subject of insurance to be heard 
in many months, from the controller's 
point of view, was that presented be- 
fore the Cleveland Control of THE 
CONTROLLERS INSTITUTE OF AMER- 
1IcA on March 9, at Hotel Cleveland, 
by Mr. Clayton G. Hale, of Hale & 
Hale, of that city. Mr. Hale teaches in- 
surance at the University of Michigan, 
of which he is a graduate. He also 
lectures on this subject at other insti- 
tutions of learning. Mr. Hale has writ- 
ten widely on this subject. He is a 
member of the Insurance Committee 
of the Ohio Chamber of Commerce, 
and a fellow of the Insurance Institute 
of America. 

This paper is published with the 
thought that it will be of distinct value 
to controllers. —TueE Epiror. 


I am going to narrow the subject 
immediately to property insurance, 
which term I shall use to embrace all 
forms of insurance customarily under- 
written by the fire insurance companies, 
the marine insurance companies, the 
casualty insurance companies, and the 
corporate surety companies; in other 
words all forms of insurance except 
those underwritten by the life insur- 
ance companies. I should judge that 
controllers, in their official capacities, 
are more interested in the insuring of 
property and property rights than in 
the more personal subject of life in- 
surance. 

Let us ask ourselves what situations 
gave rise to the creation of insurance. 
It is difficult to state just how old in- 
surance is. One may find references 
to it, or at least to what seems like it, 
as far back as the written record of 
mankind goes—usually thought of as 


5,000 B.C. What went before that we 
speak of as prehistoric. But such pres- 
ent-day insurance terms as ‘general 
average” and “bottomry’” as we find 
back there were used, we discover by 
close scrutiny, in quite different senses 
than they are used today—so different 
that it seems to be stretching it too 
hard to say we can trace insurance 
back that far. It is true that money 
was commonly loaned at either of two 
rates of interest: A low rate if the debt 
stood even though the venture was un- 
successful, and a higher rate if the debt 
was discharged in the event of failure 
of the venture. This latter arrangement 
bears something akin to an element of 
insurance, but yet remains, I think, in 
the category of financing. It is my opin- 
ion—and this is only an opinion—that 
commercial insurance as we know it 
today cannot be traced back farther 
than 1,000 years, and can be found in 
the tenth century—the 900’s A.D.— 
as marine insurance in what is now 
Italy, but what then consisted of a 
number of free cities doing a brisk 
marine trade among themselves and 
others—notably Venice, Naples, Genoa 
and Pisa. Venice, of course, did not 
become a part of Italy until the time 
of our Civil War when it chose to do 
so in preference to being ruled by 
Austria. 


How IDEA OF INSURANCE WAS 
CONCEIVED 

Now let us try to visualize what 
led those early traders to conceive the 
idea of insurance. The traders in those 
days were the captains of their own 
ships, and in addition to understand- 
ing the problems of navigation they 
knew also the markets for various 
goods and the opportunities for trad- 
ing. Such a trader started his career 





working on the docks as a lad, han- 
dling the goods of others, and ulti- 
mately was promoted to the more 
technical task of stowing the cargo in 
the hold in shipshape manner so as to 
avoid contamination among the prod- 
ucts, and to avoid shifting in heavy 
weather. Still later he would sail with 
the ship and learn seamanship, and 
after gradually improving his rank in 
the crew it might come to pass that 
the captain would then take him ashore 
and thus acquaint him with the sources 
and outlets of different commodities, 
the trade customs, and the processes 
of bargaining. 

During all this time we may assumte 
the lad has had an ambition some day 
to become a trader on his own account, 
and that he has been saving some of 
his compensation so that the day finally 
arrives when he is a middle-aged man, 
has acquired his own ship, has loaded 
it with goods for another port and is 
about to set sail on his first venture. 
At this point he is struck with the 
seriousness of the risk that his ship 
might founder and thus he would lose 
what he had given half a lifetime to 
accumulate. Moreover he finds other 
merchants are facing the same difficulty 
and so to make our illustration simple 
let us say that ten of these men band 
together and agree, each in considera- 
tion of the others doing likewise, that 
they will share their risks together and 
each one will accept a one-tenth re- 
sponsibility toward each of the others. 


Not DUE TO ARTIFICIAL PROMOTION 

This simple arrangement was en- 

tirely sound because of the normal dis- 

tribution of the ships. If a storm were 

to sweep the Adriatic it was likely that 

perhaps two of the ships would be in 
(Please turn. to page 224) 
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Brief Items from Here 


and There of Int 





New Surplus Item Caption Appearing 
In Financial Statements 


A new caption for a surplus account 
item is appearing in financial statements, 
“Expenses Incurred in Registration and 
Issuance of Additional Capital Stock.” 
The thousands of dollars expended in reg- 
istering new issues are not allowed as a 
deductible item of expense for income 
tax purposes, and as a result this item 
must be shown as a surplus charge. 


How Undistributed Profits Tax 
Act Could Be Improved 


One respect in which it is suggested the 
undistributed profits tax law be amended 
is to provide exemption for the purchase 
of new machinery and equipment and the 
erection of new buildings. Another 
amendment which it is pointed out would 
help business would permit a corporation 
to wait until after its fiscal year has closed 
before deciding on the amount to be 
paid out in dividends. 

One critic points out that the distribu- 
tion of earnings which are not available 
in cash, but are tied up in accounts re- 
ceivable, increased value of inventories, 
and the like, causes not only hardships 
and inequities for the individual corpora- 
tion, but inspires also one of the most 
unsound business cycle situations that we 
could hope to create. 


Form for Registration of 
American Certificates 


The Securities and Exchange Commis- 
sion announces adoption of a new form, 
designated “Form C-3,” for registration 
under the Securities Act of 1933 of Ameri- 
can Certificates (for example, so-called 
American Depositary Receipts for foreign 
shares or American participation certifi- 
cates in foreign bonds or notes) issued 
against securities of foreign issuers de- 
posited or to be deposited with an Amer- 
ican depositary (whether physically held 
by such depositary in America or abroad) 
and of the foreign securities so deposited. 

The form is divided into two parts: 
Part I, concerning the American Certifi- 
cates, the depositors, the depositary, and 
the deposit agreement; Part II, the issuer 
of the underlying securities. Part II need 
be filed only if the sale of the underlying 
securities, if made directly rather than 
through the means of American Certifi- 
cates, would require registration of such 
securities. It need not be filed, however, 
if a registration statement for the under- 
lying securities is in effect at or before 


the effective date of the registration state- 
ment on Form C-3. 


First Cases Settled under 
Robinson-Patman Act 


The first four orders to be issued under 
the Robinson-Patman Act were promul- 
gated by the Federal Trade Commission 
late in July. One order dealt only with 
the brokerage provisions of the Act. An- 
other affected only a small millinery estab- 
lishment which is not expected to seek 
court review of the order. Two of the 
cases which involved the type of concern 
against which the Act was apparently 
specifically aimed resulted in orders of 
dismissal. 


Altmeyer Comments on Financial 
Aspects of Social Security 
In the course of an address at Char- 
lottesville, Virginia, Mr. Arthur J. Alt- 
meyer, chairman of the Social Security 
Board, remarked that anyone who would 





IS “ALLOWANCE” PREFERRED 
OVER “REVENUE”? 


A recommendation has been made 
to a controller of a large industrial 
concern that it redesignate the names 
applied to its valuation reserves which 
are deducted from the appropriate 
asset accounts, in reporting on its 
balance sheet. 

The recommendation is to change 
the name from “‘Reserve” to ‘‘Allow- 
ance,” or “Deduction.” 

For example, this company’s pres- 
ent account, ‘‘Reserve for Doubtful 
Notes and Accounts Receivable,” 
would be designated ‘‘Allowance for 
Doubtful Notes and Accounts Re- 
ceivable.” 

This particular controller has ex- 
amined a number of balance sheets 
to determine how generally the sug- 
gested terminology is being used. 

Some instructors in accounting 
recommend the use of the term 
*‘Allowance”’ for the purpose men- 
tioned, holding that when it is in- 
tended that gross values shall be 
reduced to allow for shrinkage of 
inventory values, bad debts, depre- 
ciation, and the like, the word ‘‘Al- 
lowance” is most descriptive. 

While The Controllers Institute of 
America does not make recommenda- 
tions with respect to terminology, it 
does gather information as to current 
usage with respect to such matters. 
Comments, therefore, on this subject 
will be appreciated and should be 
directed to the Editor. 











undertake to predict the future of social 
security in America at this time “would 
have to be very wise or very foolish.” 
His observation had to do chiefly with 
the administration and financial aspects of 
the Social Security Act. 

“If we adopt the pay-as-you-go system,” 
he added, “we must make absolutely cer- 
tain that at the same time we not only 
balance the budget but proceed to retire 
the Government debt within the next 
generation through the imposition, let us 
hope, of progressive taxes; otherwise we 
may reach a period in the future when 
the double burden of the interest charges 
on a large public debt and of a large and 
increasing Government subsidy to the 
Federal old-age insurance plan cannot be 
sustained through current taxation.” 


Additional Authority to Two 
More Field Offices 


Internal Revenue Agents in Charge of 
Field Divisions with headquarters at Dal- 
las, Texas, and San Francisco, were au- 
thorized by Commissioner of Internal 
Revenue Guy T. Helvering, effective July 
1, 1937, to issue final notices of deficiency 
in income tax cases arising in their re- 
spective jurisdictions. These officers have 
also been authorized by Commissioner 
Helvering to assume the responsibilities 
and authority of the Income Tax Unit in 
Washington in the conduct of negotia- 
tions for settlement in respect of pro- 
posed increases in tax liability and in the 
consideration of the entire record in the 
endeavor to reach agreements with tax- 
payers or their counsel. 

Heretofore the only office outside of the 
Bureau of Internal Revenue in Washing- 
ton authorized to issue ninety-day letters 
and negotiate settlements has been that of 
the Internal Revenue Agent in Charge at 
Cleveland. 


Growth of Air Conditioning Industry 


It is estimated that at least one hun- 
dred million dollars’ worth of air condi- 
tioning equipment will be sold during 
1937, compared with approximately fifty 
million dollars’ worth last year. 


Telegraph Companies Must Make 

Messages Available to Commission 
The Securities and Exchange Commis- 
sion reports that the United States Circuit 
Court of Appeals for the Fifth Circuit, 
sitting at New Orleans, Louisiana, has 
reversed the United States District Court 
for the Southern District of Florida in 
three cases involving the rights of persons 
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under investigation by the Commission 
to enjoin the Commission subpoenaing 
and telegraph companies producing tele- 
grams sent or received by such persons 
relating to the subject matter of the in- 
vestigation. 

The suits had been brought below by 
Ryan Florida Corporation and Florida 
Tex-Oil Company against M. U. Newfield 
and R. L. Ballentine, attorneys for the 
Commission conducting the investigations, 
and the Western Union and Postal Tele- 
graph Companies. 

All three suits sought to enjoin the en- 
forcement of subpoenas issued by the 
Commission to the telegraph companies, 
the plaintiffs contending that their rights 
under the 4th and 5th Amendments to the 
Constitution were being violated. The 
lower court upheld this view and granted 
the injunctions, but in so doing refused 
to pass upon the constitutionality of the 
Securities Act of 1933, which had been 
questioned by plaintiffs. 

The court remanded the cases to the 
District Court with directions to dismiss 
the bills. 


Social Security Tax Unit Set Up 
in Internal Revenue Bureau 


Commissioner Guy T. Helvering re- 
cently issued an order, effective July 1, 
establishing an additional tax unit in the 
Bureau of Internal Revenue to be known 
as the Social Security Tax Unit. Victor H. 
Self, assistant deputy Commissioner of the 
Accounts and Collections Unit, was named 
acting chief. A. B. Niess, formerly head 
of the Social Security Division of the In- 
come Tax Unit, was designated assistant 
chief. 

Approximately 500 Internal Revenue 
employees will be transferred to service 
in the new Social Security Tax Unit. The 
work attendant on the taxing provisions 
of the Social Security Act was formerly 
carried on in Washington in the Social 
Security Division of the Miscellaneous 
Tax Unit, the Social Security Division, 
the Clearing Division and the Rules and 
Regulations Division of the Income Tax 
Unit. 

The new set-up will not change the 
Social Security Tax Divisions in the col- 
lection districts. 


An Economist’s Opinion 


What will be the effect on our na- 
tional economy of regulating wages and 
hours? The economist replies promptly, 
“you cannot regulate hours and wages 
without regulating prices, which brings 








LIKES “BRIEF ITEMS,” WANTS 
THEM CONTINUED 


“In the June issue I like particu- 
larly well ‘Brief Items from Here and 
There of Interest to Controllers and 
 - paeaaae Officers,’ on pages 172 to 


“IT should most certainly like to see 
this feature continued and if a sug- 
gestion is in order it would be that 
more items be covered in the same 
space. In other words, comments 
about specific items would be limited 
to the most pertinent points.” 
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us one step nearer the totalitarian state.” 
The going will be made just a bit harder, 
in the shape of higher living costs, for 
workers who find themselves already 
within the proposed wage and hour limi- 
tations. Employers may take whatever 
comfort they can from the thought that 
they must be permitted to continue to 
make profits, because without profits there 
would be no taxes. Thus prosperity by 
government control looms ahead, which 
raises the question whether government 
can continue to assure prosperity. Gov- 
ernment controlled prosperity could not 
stand a depression. 


Social Security Board Reviews 
Its Progress 


The Social Security Board released on 
July 26 a summary of progress as of July 
1, 1937. This 4-page leaflet gives a con- 
cise picture of the status of the five pro- 
grams administered by the Board under 
the Social Security Act. All the States, 
the Territories of Alaska and Hawaii, and 
the District of Columbia, had enacted 
laws for unemployment compensation by 
June 30, and, since that date, the Board 
has approved the two which were still un- 
approved at the close of the month— 
those of Missouri and Illinois. Florida 
was the third last state to fall in line. 

Estimates of the Board, based on re- 
ports received during the past months, in- 
dicated that 1,867,100 needy individuals 
would receive cash payments during July 
in 47 States with one or more approved 
public-assistance plans. 


Regulations for Filing Claims 
for Old Age Benefits 


Copies of regulations governing -the 
filing of claims for old age benefits under 
the Social Security Act are being dis- 
tributed throughout the country by the 





Social Security Board, which announced 
establishment of a special field service to 
facilitate handling of claims. Copies of 
the regulations, Number 2, will be made 
available immediately at regional and field 
offices. 

The regulations include clearly stated 
definitions of the terms used in the old 
age benefits provisions of the Act, such 
as “employment,” “casual labor” and 
“wages.” An attempt is made to reduce 
the confusion as to what persons are cov- 
ered by the Act. 


Employment Above 1929 Except 
In Three Fields 


The best figures that can be obtained 
show that employment is now either at 
or above the levels prevailing in 1929, 
except in the fields of construction, min- 
ing and public utilities, and that general 
unemployment has been reduced approxi- 
mately fifty per cent. since the lowest 
point of the depression in March, 1933. 


“Capital Goods and American Progress” 
—A Pamphlet 


The Machinery and Allied Products 
Institute (221 North LaSalle Street, Chi- 
cago) has issued a pamphlet, “Capital 
Goods and American Progress,” which de- 
scribes it as “a simple discussion of 
causes of sharp fluctuations in capital 
goods production, and the relation of the 
capital goods industries to employment 
and the American standard of living.” 


INFLATION’S TIMING AND WARN- 
ING SYMPTOMS OF ITS EXPLOSIVE 
STAGE, by Donald G. Ferguson and Allen 
H. Lester. American Institute for Economic 
Research, Cambridge, Mass. 64 pages. $1.00. 


The purpose of the research described in 
this booklet is to disclose the timing of in- 
flation’s progress and to select the significant 
warning symptoms of its explosive phase. 
The authors state that unquestionably, most 
of the effects to be expected from the exist- 
ing degree of inflation are yet to come. 
Their thought is that whoever studies the 
booklet will at least avoid being lulled to a 
sense of false security by the fact that in- 
flation, like other human achievements, good 
or bad, takes time. 

Carrying thirteen charts, the booklet is 
divided into five sections, The Timing of 
Inflation, The Early Stage of Inflation, The 
Critical State, The Explosive Stage, and 
Warning Signals of Disaster. 

Reviewed by A. S. VAN BENTHUYSEN 
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Appraising Firm’s Insurance 

(Continued from page 221) 
port loading or discharging cargo, two 
more might be arriving at port or 
recently departed and able to return 
and thus find safety, two more might 
be over in the Mediterranean, two 
more might be able to find shelter 
along the coast or in the lee of islands 
and wait for the storm to pass, the 
ninth might successfully ride out the 
storm and only the tenth, let us say, 
was lost. 

Assuming that the captain escaped 
with his life the simple plan of insur- 
ance has saved him from being eco- 
nomically ruined and it has not worked 
any unbearable hardship on the other 
nine. Thus the burden which would 
have crushed one merchant was lightly 
borne by the group. This in my opin- 
ion was the true beginning of what we 
today know as modern commercial 
insurance, and I want to emphasize to 
you that it was not by artificial promo- 
tion on the part of outsiders, but was 
of entirely natural origin in answer to 
a recognized need of the property own- 
ers themselves. 

It was along in the 1500's A.D. that 
the center of the maritime world be- 
gan shifting from Italy to England, 
and the practise of ship owners ex- 
changing risks among themselves con- 
tinued there in the same manner. As 
a matter of convenience these negotia- 
tions took place frequently in eating 
houses near the docks where the cap- 
tains would congregate while the crews 
were preparing the vessels for their 
voyages. A memorandum describing 
the ship and its master, the nature of 
the cargo, its port of destination, and 
other pertinent facts, was passed 
around and those who cared to, signed 
their names and the proportion of the 
venture they cared to underwrite. 
When the venture was fully underwrit- 
ten the captain would depart and the 
vessel sailed. 

It came to pass that certain wealthy 
land owners and city merchants wished 
also to participate in these risks, al- 
though having no ships of their own 
to have underwritten by the others, 
and these men accepted their compen- 
sation in a share of the profits of the 
trip; and later in fixed amounts of the 
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cargo irrespective of profits, and still 
later in cash fees. Thus we have the 
emergence of a “premium.” 


GOVERNMENT FOSTERED INSURANCE 

Perhaps the best known of these 
eating houses was the coffee house of 
Lloyd, which has long since ceased to 
be a restaurant and is today a very 
powerful and important underwriting 
organization. England is mistress of 
the seas. It is necessary that she be so 
because her island is not self-sustain- 
ing, and it is essential that she keep 
the sea lanes open. The government 
has fostered and encouraged the ship- 
ping industry and the insurance facili- 
ties which are so essential to it. When 
Lloyds started the construction of their 
present building the King himself laid 
the corner stone, which is a good indi- 
cation of the closeness with which this 
private business establishment works 
with the government. England is still 
the center of the world’s marine insur- 
ance market. 

Our next date of interest is 1666 in 
which occurred the great fire of Lon- 
don. Approximately four-fifths of the 
city was laid waste, 13,200 houses were 
destroyed, as well as the principal busi- 
ness and public buildings, and men be- 
gan to ask themselves why the princi- 
ples which had worked so successfully 
in the bearing of marine risks might 
not also be applied to the risk of fire 
on land. There were three direct bene- 
fits which flowed from this conflagra- 
tion. It gave Sir Cristopher Wren his 
great opportunity to re-plan the city 
under authority of the King so as to 
widen and straighten the crooked alleys 
and otherwise make possible the han- 
dling of the modern traffic of the 
world’s largest city; it stamped out in 
five days the smallpox plague which 
had raged for seventy years; and it 
gave birth to fire insurance, which be- 
came established on a commercial basis 
the following year—1667. 

I will mention here parenthetically 
that life insurance was originated just 
a few years later, probably in 1706. 


Two MODERN ForMs OF INSURANCE 

Casualty insurance and corporate 
suretyship are strictly modern products 
of the last century. The factory system 


of production was supplanting the 
guilds in both England and this coun- 
try in the early 1800's, and it brought 
with it many new risks which arose 
primarily from the extensive use of 
machinery and from the need of en- 
trusting many responsibilities to other 
men—even the counting of the em- 
ployers’ money. Most of the forms of 
casualty insurance and corporate surety- 
ship have been developed during the 
lifetimes of you gentlemen. 

Thus we now gain some perspective 
of our subject. Modern commercial in- 
surance is about one thousand years 
old. It had a perfectly natural origin 
in answer to a recognized need. Fire 
and marine insurance are old enough 
to be regarded as mature, while cas- 
ualty insurance and suretyship are still 
having growing pains. It partially ex- 
plains, among other things, why there 
were practically no failures of the 
former companies during the recent de- 
pression, while there were a disconcert- 
ing number of casualty and surety com- 
pany failures. It partly explains why 
new companies are being launched 
each year in the casualty field, but not 
in fire or marine. It gives some insight 
into the stability of the rating pro- 
cedures and general conduct of the fire 
and marine businesses, and the fre- 
quent changes in the casualty manuals, 
not only as to details but also as to 
the fundamental approach and manner 
of rating casualty coverages. Even the 
temperaments of the men operating 
fire and marine companies differ from 
those of the men operating casualty 
and surety companies—if one may be 
permitted a generalization—the former 
being, as a class, older men and of 
conservative outlook, while the latter 
are younger men and tend more to- 
ward the promoter type. In short, for 
this and a number of other reasons, 
casualty insurance and surety bonds 
need to be purchased with even more 
care than do fire and marine insurance. 


INSURANCE COVERAGE NEEDS 

The insurance needs of different 
firms vary widely, and the careful ap- 
praising of those needs and adapting 
insurance to them brings us to the 
human element, which includes con- 
trollers and insurance agents or brok- 
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ers—and let me say at this point that 
for the purposes of this discussion I 
shall use the terms “agents’’ and 
“brokers” interchangeably and consoli- 
date them into “broker-agent.”’ 

The manufacturer must be con- 
cerned with protecting heavy inven- 
tories, dangerous processes, great quan- 
tities of goods in transit, and the loss 
of use of his factory when damaged 
by fire or other hazard. He is not so 
seriously concerned over public liabil- 
ity risks because the public is largely 
excluded from his manufacturing 
premises. However, if his product is 
intended for human consumption or 
for application to the body, such as 
hair washes and cosmetics, he may find 
that public liability hazard to be greater 
than any other single risk he faces. 

The retailer on the other hand in- 
vites the public into his establishment 
in large numbers and does so almost 
at his peril. Some people seem posi- 
tively ingenious in their ability to find 
things to trip over or stumble over or 
poke their fingers into or catch an um- 
brella in; and it seems to be the vogue 
of the times that anyone who suffers 
any injury shall straightway start look- 
ing for damages from someone else. 
Each of us is his brother’s keeper to- 
day, and it seems as though any injury 
sustained must be paid for by someone 
else. The theatre operator, of course, 
is more concerned over his public li- 
ability hazard than any other risk. The 
collapse of a balcony on rows of peo- 
ple sitting beneath it, or the collapse 
of a roof such as occurred in Washing- 
ton some years ago, present a tremen- 
dous catastrophe exposure and we 
commonly find liability insurance car- 
ried to the extent of $25,000 an any 
one person injured or killed, and an 
aggregate of $5,000,000 for any one 
catastrophe. 

The possibility of panic caused by 
some thoughtless and excitable person 
is a serious menace to the theatre oper- 
ator, and while no cause for alarm may 
have existed in fact, by the time the 
lights are turned on and the situation 
is brought under control there may 
have been a score of patrons injured. 

To cite one more example, consider 
the risks of the inn keeper. Here you 
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have not only the public areaways and 
large sidewalk frontages, but also 
shower bath hot water which may be- 
come too hot, the serving of food for 
consumption both in and out of the 
premises, the operation of a beauty 
shop and a barber shop, perhaps a 
chiropodist and a house physician, the 
traffic in elevators, the handling by the 
doormen of the patrons’ automobiles, 
and a score of other perils which, 
taken in conjunction with a traveling 
public which sometimes seems to have 
a chip on its shoulder, makes the 
operation of the modern hotel a fear- 
ful undertaking. 


FUNDAMENTAL ASPECTS OF 
RISK-BEARING 


I suppose controllers are not par- 
ticularly concerned with the mechanics 
of ordering policies, scrutinizing the 
wording of the clauses, setting up rec- 
ords to attend to appropriate renewals 
and changes from time to time, or even 
selecting the insurance companies other 
than to establish certain standards to 
be adhered to; but you undoubtedly 
are interested in appraising your firms’ 
risks and in determining your general 
insurance programs. You are interested 
in the fundamental aspects of risk- 
bearing because you are stewards of 
your companies’ properties and bank 
accounts. You are definitely concerned 
with the kind and degree of insurance 
to be carried. You are, I should say, 
the most responsible officers of your 
respective corporations, in any matter 
of preserving the integrity of assets; 
and so I repeat that while others may 
faithfully discharge the important me- 
chanical procedures involved in any 
comprehensive insurance program, you 
gentlemen set the pace of that pro- 
gram. And this should start early. 

I realize that the indentures which un- 
derlie the financing of large proper- 
ties often specify what insurance pro- 
tection shall be maintained. Those pro- 
visions are usually drawn up at a time 
when a group of your fellow execu- 
tives are concentrating their attention 
upon the success of marketing the secu- 
rities. They probably are in consulta- 
tion with some firm of securities under- 
writers and this firm is naturally 
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anxious to surround the offering with 
such safeguards and embellishments as 
will make it attractive to the investing 
public. It is a time of enthusiasm and 
intense concentration upon the success 
of the financing program, but it is right 
here that your associates should confer 
with you before these insurance re- 
quirements are finally incorporated in 
the indentures, because you gentlemen 
are going to have to live with those 
requirements for many many years, 
and hence you will be more disposed 
to proceed with some caution in estab- 
lishing long-term commitments which 
may not actually make a great deal of 
difference in the attractiveness of the 
investments and yet which may prove 
most burdensome to your firms. 

Business is obliged to carry some 
risks itself and you may put it down as 
a maxim that any business which con- 
trives to relieve itself of all risk is 
by that token no longer actively in 
business. It is one of the functions of 
business to bear risks, and the com- 
mitments to be included in these in- 
dentures should be weighed in the 
light of reasonable judgment and they 
constitute an important step in the 
establishing of your firms’ insurance 
programs. Later on, of course, your 
construction men will want to confer 
with your insurance man with view to 
the properties being so arranged as to 
enjoy favorable insurance rates of 
premium for the many years during 
which you will be paying such pre- 
miums, and still later your maintenance 
men will want to keep in touch with 
your insurance man in order that the 
day-to-day operation of the properties 
may continue to merit a satisfactory 
low insurance cost. 


INSURANCE BUSINESS A PROFES- 
SIONAL SERVICE 

In these matters, and also in attend- 
ing to the details, a competent and 
conscientious insurance broker-agent 
can be of great value to you. He is 
steeped in programs. He sees good 
ones and bad ones. He sees where 
they have literally saved firms from 
ruin and he sees where they have 
broken down in the hour of need. The 
insurance business—and I do not re- 
gard it as a profession, but rather as a 
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business which is gaining more and 
more of the best of the professional 
ideals—is primarily a personal service, 
whether you believe it or not, not un- 
like that provided by lawyers, or per- 
haps more closely to be compared with 
public accountants and advertising 
counsellors. Like other kinds of busi- 
ness, we have all sorts of men en- 
gaged in it—good, bad, indifferent, 
some simply good-naturedly incompe- 
tent, and a few out-and-out rascals— 
but there are many excellent men 
whose advice is available to you and 
who can be of great assistance to con- 
trollers. Such insurance men can do 
much for you that your own salaried 
executives cannot do (with full re- 
spect to them) because the outside 
man is in closer touch with what is 
going on in the insurance world and 
knows of it before it has happened— 
may indeed be contributing some con- 
structive effort toward it happening. 
Moreover, he can bind and commit in- 
surance companies, he knows the trade 
practices, and he can get more infor- 
mation from rating bureaus and other 
company organizations, than the com- 
pany executive. 


GRINDING AXES 


One difficulty which is frequently 
encountered is the inability of the con- 
troller to deal exclusively with the 
broker-agent of his choice. This usu- 
ally comes about through other execu- 
tives specifying where the insurance 
must be placed. The sales manager may 
be trying to reciprocate to a customer; 
someone wishes to do a favor for a 
friend; there may be some relatives. 
Insurance is made to grind a good 
many incidental axes. This is always 
an unhappy situation for the broker- 
agent who is doing your work for you, 
but he must understand that this aspect 
of the relationship may not be entirely 
in your control—nor perhaps even in 
the control of your fellow executives 
who are specifying some of the direc- 
tions in which the business shall be 
placed. It is just one of those situa- 


tions in business which must be faced 
and dealt with in a practical manner. 

The recognized solution to this prob- 
lem is to name the broker-agent of 
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your choice as your insurance adviser, 
and actually enlist his assistance in car- 
rying on the increased work caused by 
dealing with several insurance offices, 
but see to it that the man who is 
doing your work gets at least one-half 
of your business. That proportion is 
recognized in the business, and in all 
fairness is due him, and you may have 
to go to bat for him once in a while. 
If he is the right man he will have 
made himself useful enough to you 
so that you will be willing to do that. 


RATES WORKING DOWNWARD 


I have spoken of current trends of 
interest to controllers. Let us briefly 
review a few of them. I should think 
it would be of interest to controllers, 
by way of judging their insurance ex- 
penditures, to know that it is the tend- 
ency of the times that practically all 
rates are working downward, except 
those pertaining to public liability risks, 
and that they are tending markedly up- 
ward. For large properties, however, 
provision is made for a consideration 
of individual rates based on the loss 
records of those properties. Compre- 
hensive policies are becoming more 
and more popular and a good illustra- 
tion of these may be had in the com- 
prehensive automobile policies which 
are supplanting the old forms limited 
to the perils of fire and theft. In con- 
sequence of this there are literally 
thousands of claims being paid in the 
Ohio river flood district, to owners of 
cars who otherwise certainly would not 
have had flood insurance. It costs ap- 
proximately $90 to re-condition the en- 
gine and upholstery of a car which has 
experienced flood damage, and by 
packaging together the perils of flood, 
riot and civil commotion, windstorm, 
hail and so on, it is possible for car 
owners to have this advantage at a pre- 
mium cost of only one or two dollars 
extra per car per year. 

This is the direction in which all 
property insurance is moving. The 
supplemental contracts, which may be 
attached to fire insurance policies so 
as to extend them to include the perils 
of windstorm in all forms, hail, riot 
and civil commotion, explosion, and 
aircraft and motor vehicle property 





damage, are another step in this direc- 
tion, and which naturally is bringing 
new uncertainties with it such as, for 
example, whether or not we are to 
regard as motor vehicle property dam- 
age the effects of a motor boat floating 
into the front parlor. 

Contingent liability insurance is a 
fast developing concept of insurance 
which is of particular inportance to re- 
sponsible operators, especially in the 
public’s present frame of mind that 
someone must be held accountable for 
any damage done. The shrewd at- 
torney would rather bring a weak case 
against a large corporation than a 
strong case against an individual 
against whom he might be successful 
but hold an unsatisfied judgment. 

We have already referred to prod- 
ucts liability insurance which is now a 
matter of concern to any firm partici- 
pating in the placing of products in 
the hands of the public, and it has 
now passed the early stage of comes- 
tibles, has become well entrenched in 
the realm of household electrical de- 
vices, and is now entering such com- 
mon-place products as gardening tools. 


““AIRSURANCE” A NEw ForM 


“Airsurance” is a coined word used 
to describe a contract of indemnity 
which may be purchased by corpora- 
tions who request their executives to 
make quick trips by airplane on com- 
pany business and who feel some moral 
responsibility for asking their men to 
use this form of transportation. The 
contract does not inure directly to the 
benefit of the men, although they usu- 
ally are told of its existence. The 
corporation accepts no direct respon- 
sibility nor does it guarantee to con- 
tinue the insurance in force. In the 
event of a crash of a plane and the 
death of such an employee, the em- 
ployer may choose to pay voluntarily 
to the man’s estate some sum of money 
by its own check, and the function of 
the airsurance policy is that the in- 
surance company then reimburses the 
employer behind the scenes to what- 
ever extent the employer contributed 
to the employee’s estate, but limited 
of course by the policy limitation 
which until recently was a maximum 

















2, MILLION ITEMS CHECKED EACH MONTH 


Tue S. S. Kresge Company, with general offices at 
Detroit, Michigan, handles one of industry’s most 
voluminous accounting jobs — and provides another 
tribute to “Comptometer” methods: 


“In our centralized ‘Comptometer’ Department,” states 
Kresge’s Office Manager, “we check the invoices for our 
entire organization, which operates a chain of approximately 
700 retail stores. Every month we check 

approximately 500,000 invoices, each 

averaging 51% items. Truly, a tremen- 

dous undertaking. 


“Yet this entire job is handled on 18 
Model K Electric ‘Comptometers’ with 
trained operators. It is done quickly, 
accurately, and without confusion — 
thanks to the modern high-speed 
*‘Comptometer.’ 


COMP'TO 


g. C..S. Pat. Off; 


** ‘Comptometers’ are also used effectively in other divisions 
of our accounting, on such work as billing, purchasing, 
statistical and general accounting.” 

That’s convincing testimony. Yet the “Comptometer” 
handles less imposing figure-work jobs just as efficiently 
—solves the largest or the smallest accounting prob- 
lem “quickly, accurately, and without confusion.” 

If you recognize the need for 
more rapid, accurate and economical 
accounting methods in your own 
business — especially in view of re- 
cent Social Security legislation — 
telephone the “Comptometer” rep- 
resentative in your district, or write 
direct to Felt & Tarrant Mfg. Co., 
1734 N. Paulina St., Chicago, IIl. 


Model K 
Electric 
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of $10,000 on any one life. That re- 
cently has been made available to the 
extent of $25,000. 


PREMIUM INSURANCE 


“Premium Insurance’ pertains to 
the insuring of large premiums and 
these premiums may actually represent 
a greater possibility of loss than some 
of the smaller buildings around a man- 
ufacturing premises. If you are ex- 


pending $10,000 for fire and supple- 
mental contract insurance premiums on 
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your main manufacturing building for 
a term of three years and the plant is 
destroyed by one of the perils con- 
templated, the paying of the loss by 
the insurance company discharges its 
obligation to the extent of such pay- 
ment, and if this should occur during 
the first six months of a three-year 
policy and you quickly rebuilt and 
again insured, you might find yourself 
paying another premium of say $6,000 
or $7,000 for the remainder of that 
first three-year term. This $7,000 is 
just as good money as is the $5,000 
you may be carrying under general 
form on each of several of the smaller 
buildings on your premises. This is 
one of those subjects in which judg- 
ment is needed and I do not advocate 
carrying this too far. It is particularly 
attractive under circumstances in which 
you may fairly contemplate a total loss, 
such as unprotected properties in out- 
lying districts—especially as the in- 
surance rates on unprotected properties 
build up large premiums more quickly. 

The inspection service obtained 
through elevator liability insurance and 
through steam boiler and pressure ves- 
sel insurance is the principal advantage 
of those contracts, and most of those 
premiums are actually used for the cost 
of the inspections and the avoidance of 
loss claims. These are just some sam- 
ples of the trends in which a compe- 
tent and conscientious broker-agent can 
be of real assistance to controllers if 
you will take him into your confidence 
and give him an opportunity to dis- 
cuss these things with you. 


LIMITATIONS 

Now lest I have painted too glorious 
a picture of the accomplishments of the 
institution of insurance let me be the 
first to admit, yes insist, that there are 
many risks it can not handle. Just now 
the public is trying to make insurance 
do some things it can not do. My con- 
ception of successful commercial in- 
surance requires that there be present 
three necessary elements; (1) The 
hazard must be reasonably predictable, 
(2) it must be capable of proof of 
occurrence, and, (3) it must be of a 
type which avoids simultaneous catas- 
trophe. By ‘‘reasonably predictable’ 





I do not mean we must never venture 
into a new field, but I do mean that 
we should limit ourselves to fields in 
which we have reason to believe rea- 
sonable prediction can be obtained 
once we have gathered a quantity of 
data and experience. 

By being ‘“‘capable of proof of oc- 
currence’ I do not mean we must 
eschew all debatable occurrences, but I 
do mean we must avoid situations 
which are predicated upon whims and 
caprices in which opinions may be 
widely divergent and quickly become 
irreconcilable. 

By the avoidance of “simultaneous 
catastrophe” I mean that notwithstand- 
ing it is theoretically possible to con- 
template an imsurance system which 
could deal with fire even if it should 
occur all over the country in one year, 
or with automobiles even though they 
might all be involved in accidents in 
one year, as a practical matter the 
premiums on such business would so 
nearly approach the face value of the 
policies that the public would not buy 
them, so we must confine ourselves to 
those occurrences which, by the law of 
averages, we know will demonstrate 
the freedom from claim of the large 
number and yet the persistence of 
claim of a small but ever-changing 


group. 
Is SociAL SECURITY INSURANCE ? 


Now let us apply these three tests 
to some of the current social security 
legislation without meaning to pass 
judgment upon the wisdom of that 
legislation but simply inquiring into 
whether or not it is insurance. I re- 
gard it as flattering, of course, to the 
vocation to which I am devoting my 
life, that the public seems so eager to 
wish to employ the term insurance in 
this connection because I judge it finds 
in it a stability and security which it 
now anxiously desires in consequence 
of its difficulties during the past few 
years, but it is of no advantage either 
to the public or the commercial insur- 
ance business to carry this to the point 
of playing with the word and reading 
into it a hope of accomplishment 
which does not exist. 

Starting with old age pensions I 
should say we have present all of the 














three essential elements of insurance 
and hence I conclude that is a readily 
insurable risk. The guaranteeing of 
bank deposits is something that has 
been tried by eight of our states with 
failure in each instance, although I 
recognize that much of their difficulty 
arose from the movement of money 
back and forth over state lines and this 
of course is obviated by the federal 
plan, and moreover it has the greater 
federal prestige which goes even to the 
extent of many people believing this 
to be a direct guaranteeing of the 
United States Treasury. Our banking 
system is of course built upon the fic- 
tion that the depositor’s money is al- 
ways on hand waiting for him to ask 
for it if he wishes it, notwithstanding 
there is not more than one-fifth enough 
currency in the realm to pay him out. 
To this we now add the further fiction 
that all accounts up to $5,000, can be 
paid out by the Federal Deposit Insur- 
ance Corporation. The real test of 
this will occur in the next depression 
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when people may again become jittery 
and all want to hold their money in 
their hands at the same time. We have 
here the element of proof of occur- 
rence which is obvious when the teller 
closes the window and ceases pay- 
ments, but who among you can reason- 
ably predict in which year this will 
next occur, and surely the plan is ex- 
tremely vulnerable in the element of 
simultaneous occurrence of claim. Thus 
I urge that the word insurance be 
omitted in describing this development 
and instead we speak of the ‘‘guaran- 
teeing’’ of bank deposits. 

In unemployment compensation we 
again have the element of proof of oc- 
currence so long as the unemployment 
is mot predicated upon the test 
“through no fault of his own,” but 
here again I ask who among you can 
tell me what the condition of employ- 
ment in this country will be in 1947, 
even though I allow you an error plus 
or minus of 100 per cent., and you 
certainly will grant me that unemploy- 
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ment now becomes general with the 
down-turn of the business cycle so that 
once again we face simultaneous catas- 
trophe. There are indeed definite limi- 
tations upon what can be accommo- 
dated by my conception of a sound 
insurance system. 


LEGAL INTERPRETATIONS BRING FINE 
PRINT 


In closing let me direct a few words 
to the oft-heard criticism that insur- 
ance policies are too complicated, con- 
tain too much fine print in which are 
buried no end of exceptions, exclusions 
and restrictions. I grant we need some 
stream-lining in these contracts and I 
shall not undertake to defend them, 
but by way of explanation of the re- 
luctance on the part of insurance com- 
panies to revise them it should be re- 
membered that there has gradually 
been built up a great volume of legal 
literature in interpretation of each 
word and mark of punctuation, and 
one can understand why insurance 
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companies hesitate to go through this 
costly procedure any more than is ab- 
solutely necessary. Those of us who 
are in the business, moreover, do not 
find these papers quite as formidable 
as others, because there is a logical 
construction to them. It is an accurate 
generalization to say that marine in- 
surance contracts are positive in form, 
that is they tell you directly what they 
will do for you, while all other forms 
of property insurance policies are nega- 
tive in form, by which I mean they 
start out in the insuring clause and 
give you the world with a fence around 
it and then devote the rest of the policy 
to taking back the excess which was 
not contemplated by either party nor 
the premium paid. This latter is a 
perfectly logical procedure and has the 
definite advantage of bringing directly 
to your attention the many situations 
which are not contemplated in the cov- 
erage. These can then have your 
special attention and be altered or 
amended by further agreement as you 
may deem necessary. 

The word “policy” itself comes 
from the middle ages’ low Latin 
“polizia” and means “folded writing,” 
and this of course gives us admirable 
precedent for the vexatious experi- 
ences you no doubt have had in fold- 
ing and re-folding one of these docu- 
ments. 

Let me terminate this address in 
lighter vein by illustrating, with an 
actual experience, the use and abuse 
to which these policies are subjected— 
a case which involved a simple ques- 
tion of what is an accident: 

This is the true story of a man who 
carried a personal accident insurance 
policy which entitled him to certain 
benefits in the event of him suffering 
accidental injury, and these benefits 
were all set up on the basis of being 
applicable in each instance of an ac- 
cident. This man was having a build- 
ing constructed for him, something 
like six stories in height, and one 
evening he thought he would go 
around and see how the job was pro- 
gressing. He did so and observed 
most of the walls and the floors were 
completed and that a shaft-way had 
been left in the interior of the building 
for the later installation of an elevator. 
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Meanwhile it was being used for the 
hoisting of materials to the upper 
floors by the simple device of a timber 
being laid across the top of this shaft, 
and to it was attached a pulley through 
which there was a rope, to one end of 
which was attached a barrel. 

The men had been loading this bar- 
rel and then pulling it to the upper 
floors, hand over hand, and other 
workmen had then pulled the barrel 
in and brought it to rest on the floor at 
which the materials were desired. The 
owner of the property noted the barrel 
apparently had been left for the night 
unloaded on the sixth floor and it oc- 
curred to him this was a rather careless 
thing to do because during the night a 
wind might sweep through the un- 
finished structure and blow the barrel 
out into the shaft-way and someone 
might happen to be injured; so he 
made a mental note to lower the barrel 
to the ground before leaving. When 
he undertook to do this he discovered 
the barrel was somewhat heavier than 
he had anticipated and it became neces- 
sary for him to leap up into the air, 
seize the rope, and swing down on the 
rope with his entire weight. This had 
the effect of raising the barrel enough 
to allow it to swing free out into the 
shaft, and at this point it developed 
that the barrel was loaded rather than 
unloaded, and that it was heavier than 
the man. Consequently it started 
rapidly downward and the man, cling- 
ing to the rope, started equally rapidly 
upward. They passed at the third 
floor and took all the skin off of one 
side of him. 

The barrel continued downward and 
he upward until the barrel hit the 
ground and his fingers went up into 
the pulley. He still retained his hold 
however, and due to the impact with 
which the barrel hit the ground the 
bottom was knocked out of the barrel 
and this released the load and then the 
man was heavier than the barrel. This 
naturally resulted in him starting 
rapidly downward and the barrel start- 
ing upward and again they passed at 
the third floor and took all the skin off 
the other side of him. He then landed 
with a thud on the ground, and due to 
this knocking the wind out of him he 
released his hold on the rope and the 





barrel started down once more and 
landed on top of him. 

All of this had happened in a few 
seconds of time but this policyholder 
went to court on the proposition that 
he was entitled to five times the sched- 
ule of benefits in the policy due to hav- 
ing had five accidents. This is an ex- 
ample of the kinds of situations which 
the wording of insurance policies must 
be prepared to deal with, and for your 
further enlightenment I will add that 
in this case the jury told the gentleman 
he had had one very bad accident. 


OPERATING RESULTS OF DEPART- 
MENT AND SPECIALTY STORES IN 
1936, by Carl N. Schmalz. Harvard Uni- 
versity Graduate School of Business Ad- 
ministration. 38 pages. $2.50. 

Judged by this report, 1936 was a pros- 
perous year for department stores. This 
study is based on returns from 487 firms, 
doing more than one-third of the depart- 
ment and specialty store business of the 
country, and was made with the cooperation 
of the National Retail Dry Goods Associa- 
tion. 

Although dollar sales at the end of 1936 
still were 16 per cent. below the 1929 level, 
prices were so much lower that the physical 
volume of sales approximated the all-time 
high. At the same time, gross margin in per- 
centage of sales reached a new high point 
and percentage expenses were lower than 
in 1935. As a result, percentage earnings 
in 1936 were higher than in 1929 and 
represented continued progress upward from 
the low of 1932. 

The report emphasizes the fact that, the 
emergency of the depression being over, 
department store executives should find 
time to devote to those problems which were 
troubling them when the depression started. 

It is pointed out that store executives 
must give attention to the more immediate 
problem of how most successfully to take 
advantage of the present prosperity in order 
to strengthen their stores individually and 
prepare for the new depression to follow. 


Reviewed by A. 8S. VAN BENTHUYSEN 


Earlier Dates for Annual Meeting 


A change in dates for the Sixth Annual 
Meeting of The Controllers Institute of 
America is announced. The new dates are 
October 4, 5, and 6, 1937—(Monday, Txes- 
day and Wednesday)—ten days earlier than 
the dates selected and widely announced 
several months ago. It was found that the 
later dates, in Mid-October, were not as 
satisfactory to the members as the early 
October dates, so the Board of Directors 
decided to revert to the dates which proved 
so popular a year ago. Controllers are 
asked to revise their plans for the early 
fall, and to plan to attend the Sixth Annual 
Meeting. 

















THE ACCOUNTING REVIEW for June, 
1937. American Accounting Association, 
Chicago, Ill. Quarterly. $4.00 a year. 


This interesting quarterly presents a 
number of contributions of real value. 
Among these are “Stock Dividends in Trust 
Distributions,” ‘Weaknesses of  Index- 
Numbering Accounting,” ‘Accounting 
Theory: A Critique of the Tentative State- 
ment of Accounting Principles,” “Trends in 
the Technique and Tools of Management,”’ 
“Accounting Requirements of Stock Ex- 
changes, 1933,” “Uniform System of Ac- 
counts of the Federal Power Commission”’ 
and ‘Classification of Municipal Income and 
Expenditures.” 

Another contribution, “Is College the 
Only Way,” is by Mr. Stephen Gilman. 
This article is very interesting and presents 
the subject in a decidedly human and com- 
mon sense manner. He refers specifically to 
the fact that the tendency for qualification 
for examination for the degree of certified 
public accountant is being more and more 
narrowed so as to exclude any but those 
with a college degree. His opinion is that 
while higher standards are undeniably desir- 
able, care should be taken in moving too 
fast in this direction. He also discusses the 
matter of examinations. 

He makes the statement that “it is im- 
possible to travel around the United States 
meeting accountants without realizing that 
there are entirely too many instances re- 
ported where young and inexperienced men 
are passing examinations while older men, 
some of them engaged in important public 
accounting work, have been unsuccessful.” 


Personal Notes 


The position of controller has been 
created by the Kansas City Life Insurance 
Company of Kansas City, Missouri, and 
Mr. J. L. Batcheler was given the title of 
controller by the Board of Directors re- 
cently in its semi-annual meeting. Mr. 
Batcheler, who is a member of The Con- 
trollers Institute of America, has been 
auditor of the company for nine years. He 
was first employed by the company in 
1917. 


Group Conferences 

A series of group conferences, limited 
in size to about thirty-five members of The 
Controllers Institute of America, will be 
held in conjunction with the Sixth Annual 
Meeting of The Institute, on October 4 and 
5, at the Waldorf-Astoria Hotel, New York 
City. Announcement will be made soon of 
the subjects to be discussed. These group 
conferences are regarded as one of the most 
valuable features of the annual meeting. 











TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. 48-hour accurate service. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. 


Chicago, IIl. 
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PROXY RULES UNDER 

HOLDING COMPANY ACT 

The Securities and Exchange Com- 
mission announced on July 26 the is- 
suance of its proxy rules under the 
Holding Company Act with reference 
to registered holding companies and 
their subsidiaries. 

The rules may be divided into two 
general categories: First, the rules 
apply to the solicitation of proxies, 
deposits, consents and dissents from 
owners of securities of registered hold- 
ing companies and subsidiaries, in con- 
nection with reorganizations and for 
other similar purposes. Second, the 
rules make applicable the existing and 
any future rules with regard to proxies 
under the Securities Exchange Act of 
1934, such rules being applicable in 
ordinary cases of proxy solicitation. 

In so far as applicable to reorgani- 
zations, the rules are designed for tem- 
porary operation under provisions of 
existing law and are, therefore, more 
limited in scope than the recommenda- 
tions which the Commission has made 
as to new legislation dealing with the 
general field of corporate reorganiza- 
tions and committee activities. 

Generally, the rules set up standards 
to which those soliciting proxies must 
conform. Such standards, for instance, 
call for periodic accounting by pro- 
tective committees, prohibition against 
trading in securities by committee 
members and detailed information 
through Commission reports to enable 
those solicited for votes to act with 
sound judgment. 

The new rules are adopted under 
Section 12 (e) of the Act which pro- 
hibits the use of instruments of inter- 
state commerce generally to solicit 
proxies; and under Section 11 (g) 
which specifically prohibits the solicita- 
tion of proxies in a reorganization plan 
unless, among other things, the plan 
is submitted to the Commission by a 
person having ‘‘a bona fide interest (as 
defined by the rules and regulations of 
the Commission) in such reorganiza- 
tion” and each solicitation is accom- 
panied or preceded by a copy of a 
report on the plan to be made to the 
Commission and is otherwise in com- 
pliance with the rules and regulations 
or orders of the Commission. 
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BACK ISSUES WANTED 
OF “CONTROLLER” 


Members of The Controllers Insti- 
tute of America, or other readers of 
“The Controller,’ who may have 
copies of the May, 1934, issue or the 
February, 1936, issue, and who are 
willing to part with them, are asked 
to address the office of the publica- 
tion, 











Cincinnati 
Mr. George F. Brenner, newly elected 
president of the Cincinnati Control, an- 
nounced at a meeting of the Control, held 
June 22, at the Kenwood Country Club, 
appointment of committees as follows: 


Program Committee: John G. Quick, 
Chairman; L. C. Bernens, Robert M. 
Thornberry. 


Meetings Committee: Samuel Smickler, 
Chairman; William R. Dice, G. Bain Wa- 
ters. 

Admissions Committee: Herbert W. Boal, 
Chairman; George H. Landwehr, James F. 
Allen. 

Auditing Committee: Mark R. Dayton, 
Fred H. Allen. 


San Francisco 


At the final meeting of the season of the 
San Francisco Control, held June 17 at the 
Embassy Club, reports of the treasurer, Mr. 
C. C. Gibson, and of President E. V. Mills 
were presented and approved. Mr. Mills 
reviewed the various meetings of the year 
and the subjects which had been discussed. 
He described the progress which had been 
made by the Control during the year, in- 
cluding a substantial increase in member- 
ship. He extended his congratulations and 
thanks to the other officers and to the com- 
mittees for their work. Mr. C. A. Smith, 
speaking for the members, replied to the 
president's address. A program of enter- 
tainment, under the direction of Mr. A. L. 
Bennett, was a feature of the evening. 


Twin Cities 

Members of the Twin Cities Control 
and guests enjoyed an afternoon of golf 
at Westwood Hills Golf Course, Minne- 
apolis, on June 29. A meeting was held 
after dinner. The affair was enjoyed so 
much that it was decided to have another 
golf meeting on August 16. President 
H. P. Buetow appointed Messrs. E. M. 
Richardson, E. G. Kellett and R. W. 
Hooper as a committee, with Mr. Rich- 
ardson as Chairman, to arrange for the 
affair. 


Annual Meeting, Controllers Institute of 
America, October 4, 5, and 6, 1937, Wal- 
dorf-Astoria Hotel, New York City. 








MR. CONTROLLER 
Amesmen can help you in filing, mail- 
ing and carrying—envelopes, folders, 
pockets. No obligation. 

AMES SAFETY ENVELOPE CoO. 
Boston New York Chicago 














Last-minute figures 


delivered 
first-hand by 
LONG DISTANCE 


@ In the case of widespread business organi- 
zations, distance presents a major operating 
difficulty. But many experienced controllers 
know that when time presses and last-minute 
information is essential, Long Distance Tele- 
phone Service does the trick. 

For each question, there may be only one 
man with the authoritative answer ... only a 
few minutes in which to secure that answer. 
And Long Distance can reach that man, get 
facts and figures fast, pass along the results 
promptly. 

Familiar with the constant usefulness of 
Long Distance in his own job, the controller 
naturally favors Long Distance in other de- 
partments. The general orders from his head- 
quarters are: “Use Long Distance to get in 
touch in time.” Furthermore, he believes that 
it is poor departmental economy to let trouble 
brew when systematic use of Long Distance 
might prevent an emergency. And 
it’s more economical than ever 
now at the new low rates. 
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Institute Literature 
YEAR BOOKS 

The Controllers Institute of 
America has issued five Year Books, 
beginning with 1932. 

Members who have not provided 
themselves with copies of the Year 
Books issued prior to the time when 
they joined The Institute, may wish 
to obiain the earlier books. 

They are available, at $1 a copy, 
but the supply is dwindling, and 
those who are interested in obtain- 
ing them are urged to lose no time 
in putting in their requisitions. 

The Year Books form an interest- 
ing historical background of The 
Institute, containing reports of the 
discussions of the members in the 
earlier days, in which the policies 
and aims of The Institute were 
formulated; also many _ valuable 
papers, together with lists of mem- 
bers, by-laws, articles of incorpora- 
tion, and other interesting material. 
A complete set of the Year Books 
will be useful to all members. 


Back NuMBERS OF ‘THE 
CONTROLLER” 


Publication of The Controller,” the 
monthly magazine issued by The 
Institute, was begun with the Febru- 
ary, 1934, issue. Prior to that time 
occasional printed bulletins and an- 
nouncements had been issued. A 
complete set of issues of "The Con- 
troller’ provides a supplementary pic- 


ture of the development of The In- | 


stitute and of its work, as well as a 
series of articles which have been 


pronounced valuable contributions | 


to controllership and to discussion of 


the problems of the controller. 


Copies of back numbers of “The 
Controller’’—with the exception of 
the May, 1934, number, which is out 
of print—are available. Members of 
The Institute who wish to have com- 
plete files of “The Controller” in their 
libraries, including the numbers 
printed before they became affiliated 
with The Institute, may obtain them 
at the special rate of 40 cents a copy. 
The supply consists of but 200 to 300 
copies of each number. 

Provision has been made for bind- 
ing sets of “The Controller” by years, 
at a cost of $2 a volume; The Institute 
also can supply covers for retaining 
copies in loose leaf form. Limp 
covers are to be had at $2 apiece. 


“ONE YEAR’S Work”: “A YEAR 
OF PROGRESS’: ONE YEAR'S 
ACTIVITIES” 


These are the titles of booklets 
issued in August, 1934-1935, re- 
spectively, in which the activities of 
The Institute during the years named 
are set forth in considerable detail. 
These booklets may be had by mem- 
bers and others without charge, on 
application, as long as the supply 
lasts. 








PLAN NOW 
To Attend 


Sixth Annual 
Meeting 


Controllers Institute of 
America 


October 4, 5, 6, 1937 | 


Waldorf-Astoria Hotel 


NEW YORK CITY 


The program, now being | 
formulated, will include dis- | 
cussion of the more impor- | 
tant subjects within the scope | 
_of the controller's responsi- 
bilities, which have presented | 
themselves during the past 


| year. 


It is expected that the 


/meetings will be fully as in- 
| teresting and informative as 


'those in past years, and that 


attendance will be larger than 


ever in view of the continued | 
|growth in membership of 


|The Institute. 


CONTROLLERS INSTITUTE OF 
AMERICA 


One East Forty-second Street 
New York City 








Objects 


CONTROLLERS INSTITUTE OF 
AMERICA 


(As Set Forth in Its Articles of 
Incorporation) 


The objects for which this cor- 
poration is formed are: 


(a) To advance the interests and wel- 
fare of controllers of business firms, 
partnerships, sole proprietorships, 
corporations, and trusteeships, and 
political and governmental subdivi- 
sions; the advancement of the in- 
terests and welfare of assistant con- 
trollers, privately employed executive 


accountants, corporation officers and | 


of the partners and owners of busi- 
ness who perform the commonly ac- 
cepted duties of a controller. 


(b) To conduct and carry on such related | 
activities as may be necessary and 
incident to increasing the usefulness | 
of controllers to their business or- | 
ganizations and to the public; to the | 
gaining of recognition of the attain- 
ments and accomplishments of con- 
trollers and their value and impor- 
tance in the business, financial and | 
economic structure, and in the pro- 
fession of accountancy. 


(c) To establish ethical and professional 
standards of work and conduct for 
controllers and to foster and en- 
courage controllers, assistant con- 
trollers and accountants to live up | 
to and carry out the same. 


(d) To print, publish, distribute, and 
circulate books, pamphlets, period- 
icals, papers and magazines in con- 


nection with the activities of the or- | 


ganization; to establish and conduct 
bureaus, offices and workshops neces- 
sary and incidental to the activities 
of the corporation and to employ 
such persons as may be necessary to 
operate and carry on the same. 


(e) To confer a title or titles on mem- 
hers, which shall be indicative of 
membership in the corporation, and 
to issue and recall certificates of 
membership. 


(f) The corporation hereby formed shall 
have power to take and hold by be- 
quest, devise, gift, purchase, lease 
or otherwise, either absolutely or in | 
trust for any of its purposes, any | 
property real or personal in so far as 
the same may be held by a corpora- 
tion organized under Title 5, Chapter 
5, of the Code of the District of Co- | 
lumbia, and to convey, sell or dis- 
pose of such property and to invest 
and re-invest the principal and deal 
with and expend the income there- 
from in such manner as may be 
permitted by law and as, in the 
judgment of the Trustees will best 
promote the objects for which the 
corporation is organized. 


(g) The corporation may do all and 
everything, including the making 
and carrying out of any contracts, 
necessary, suitable and proper for | 
the accomplishment of any of the | 
purposes and objects or the further- 
ance of any of the powers above set 
forth, and may do every other act | 
or acts, thing or things, incidental or | 
pertaining to or growing out of or 
connected with the aforesaid pur- 
poses or powers, or any part or parts 
thereof, in so far as permitted by | 





























Complete Facts 


Make possible sound decisions on the part of execu- 








tives and those entrusted with management prob- 


lems. Ordinary judgment applied to a base of com- 





plete facts often results in a sounder decision than 


good judgment applied to a base of incomplete facts. 


The American Academy ot Accountancy offers train- 
ing which is most practical and prepares the Ac- 
countant to present and correlate the facts so sound 


decisions can be made. 


Catalog describing courses upon request 


THE AMERICAN ACADEMY OF ACCOUNTANCY 


EXECUTIVE OFFICES 


720 North Michigan Avenue 
Chicago, Illinois 























